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KEY ECONOMIC INDICATORS 
(US$ Million for all values unless otherwise indicated) 


1982 1983 1984 


GNP (Nomina 1) 
Per Capita GNP (US$) 
Real GDP (1970 prices) 


24,265 
1,651 
12,738 


27,501 
1,870 
13,450 


30,429 
2,070 
14,252 


Real GDP Growth Rate 5.23 5.6% 6% 
Industrial Production Growth 1.1% 6.1% = 
Labor Force (Thousands) 5,410 5,593 5,755 
Unemployment Rate 5.2% 6% 5.9% 


Money Supply 5,378 6,023 6,685 
Growth in Money Supply 13.3% 12% 11% 
Growth in Private Sector Liquidity 16.3% 16.6% 16% 
Inflation Rate 5.8% 4.0% 4.0% 


Commercial Prime Rate 


Federal Govt. Expenditure 
Federal Govt. Deficit 
Federal Govt. Debt (Year End) 


Balance on Trade Account 

Balance on Current Account 
Balance on Capital Account 
Federal Gov't Debt Service Ratio 
Foreign Reserves 


EXPORTS 


Petroleum products and gas 
Electrical Components & Products 
Rubber 

Saw Logs & Timber 

Palm Oil 

Tin 


Gross Exports 
Exports to US 
Gross Imports 
Imports from US 


10-12% 


12, 136 
-4,815 
17,598 


-830 
-3,273 
+3,506 


4.4% 


3,610 


3,440 
1,665 
1,144 
1,456 
1,145 

640 


12, 118 
1,390 
12,488 
2, 189 


10-12% 


12, 180 
-4,223 
21,709 


+139 
-2,828 
+3,847 


6.0% 


3,492 


3,886 
2,124 
1,552 
1,338 
1,213 

697 


13,801 
1,725 
13,330 
2, 133 


10-12% 


11,678 
-3,306 
25,115 


+1,226 
-1,966 


US Share in Trade 14.53% 14.2% 


Sources: Ministry of Finance, Economic Report 1983/84 
Malaysian Department of Statistics 
Exchange rate: US$1 = M$2.32 


Note: 1983 figures are estimates. 1984 figures are projections. 





SUMMARY: Malaysia's well-diversified economy achieved a growth rate 
of 5.2 percent in 1982 and 5.6 percent in 1983 during the worst 
world recession since the 1930's. Commodity export prices hit 
bottom in 1982, but have recovered substantially, thus clearing the 
way for a resurgence in export earnings. Malaysia's major customers 
- Japan, United States, Singapore, and the EEC - all expect better 
economic performance in 1984 which will improve Malaysia's economic 
performance. LNG production coming onstream and increases in oil 
production will further strengthen Malaysia's current account. 
Foreign debt is still low in comparison to other developing 
countries and well within Malaysia's ability to service. A 
parliamentary democracy, the Malaysian government is reining in 
government expenditures and looks toward the private sector as an 
engine of growth. Malaysia's leaders have strongly supported 
foreign investment compatible with Malaysia's economic goals and 
have maintained a relatively open economy. 


THE MALAYSIAN ECONOMY IN BRIEF 


Over the past several decades, Malaysia has evolved from an 
agricultural based economy dependent on rubber and tin exports for 
foreign exchange to a well-diversified economy which exports 
electrical components and products, rubber, tin, oil, liquified 
natural gas, palm oil, timber, and other goods. The country is 
blessed with abundant natural resources, particularly energy 
resources, for the size of its 14.7 million population. Agriculture 
is now only 23 percent of gross domestic product, followed by 
government and utilities at 20 percent, manufacturing at 18 percent, 
trade and tourism at 13 percent, transport and communication at 8 
percent, mining and petroleum at 5 percent, and construction at 5 
percent. Gross national product in 1983 hit US$ 27.5 billion, 
unemployment was at 6 percent, and inflation at 4 percent. Paced by 
the export recovery, Malaysia anticipates 6 percent real growth for 
1984. Several major private economic forecasts suggest 6.5 percent 
may be attainable. Fiscal restraint on government outlays will 
delay some major projects, but should produce continued improvement 
in Malaysia's debt posture. 


The New Economic Policy (NEP) and succeeding five year economic 
plans continue to be the basis for Malaysian economic development. 
The basic goals of the NEP are to reduce and eventually eradicate 
poverty by raising income of all Malaysians and to restructure 
Malaysian society so as to eliminate the identification of race with 
economic function. These strategies are to be implemented in the 
context of rapid economic growth thereby ensuring that no ethnic 
group will experience any economic deprivation. In practice, these 
policies mean that ethnic Malays and other indigenous races (known 
as bumiputras) will get a larger slice of an ever expanding economic 
pie. 





The Malaysian government develops five year economic plans as a 
macro-economic tool to ensure that the socio-economic objectives of 
the NEP are achieved. The Malaysian government is conducting a 
formal review of the Fourth Malaysian Plan (1981-1985). 


Since the NEP was developed in 1971, the Malaysian economy has 
undergone significant changes. From 1971 to 1980, real GDP growth 
was at 7.8 percent. During the world-wide recession from 1981 to 
1983, growth continued at a 5-6 percent rate. Living standards 
improved considerably and per capita GNP rose substantially from US$ 
380 (1970) to US$ 1870 (1983). Since 1971, three export industries - 
petroleum, palm oil, and electrical components and products - have 
largely overtaken Malaysia's other traditional export industries of 
rubber, tin, and timber. 


The needs of a developing economy and the world recession 
contributed to a substantial increase in federal government 
expenditures, overall deficits, and external borrowing in the early 
1980's. Since mid-1982, however, the federal government has 
followed a policy of fiscal austerity which has kept the budget at 
1981 levels, reduced the annual deficit, and decreased annual 


external borrowing requirements. Malaysia's external debt is well 
within Malaysia's ability to service. 


SECTORAL PERFORMANCE IN 1983 AND OUTLOOK FOR 1984 


MANUFACTURING: Malaysia manufactures a large number of products 
for both the export and domestic market. These include electrical 
components and products, assembled automobiles, food products, 
cigarettes, textiles, footwear, timber products, industrial 
chemicals, fertilizers, drugs, rubber and plastic products, and 
metal products including pewter. 


Through June 1983, the index of industrial production rose 3 percent 
over the first six months in 1982. The real output of the 
manufacturing sector is expected to expand by 7.4 percent to a total 
of US$ 2.5 billion in 1983 as compared to a growth of 3.6 percent in 
1982. In 1984, the real output of the manufacturing sector is 
expectnd to grow by 8 percent . 


Particularly strong sectors include the electrical components and 
products sector, which contributes significantly to Malaysia's 
export earnings (1983 $US 2.1 billion) and which is expected to grow 
by 50 percent in 1984, reflecting an increase in plant capacity as 
well as a surge of orders from overseas markets. The electronics 
industry has been a particularly bright spot in Malaysia's economic 
development with nearly 100 firms producing a large variety of 
electrical components and products, including color televisions, 


refrigerators, semi-conductors, optical displays, and integrated 
circuits. 





Transport equipment, motorcycles, and scooters, are expected to 
boost production and sales in the transport sector by 15 percent in 
1983. The continued construction boom in Malaysia is expected to 
spur a higher level of demand for construction materials. 


In October 1982, the Heavy Industry Corporation of Malaysia (HICOM - 
which is wholly owned by the Malaysia government) and Mitsubishi 
announced plans to develop a made in Malaysia car. Plant site and 
equipment will cost US$ 241.3 million, Production is scheduled to 
begin in 1985 at 80,000 cars a year and reach 100,000 by 1991. The 
Malaysian car will be a four door, front wheel drive vehicle with a 
1.3/1.5 liter engine and value-added will be 35 percent Malaysian. 
HICOM has also entered into agreements with Japanese firms to 
manufacture motorcycle engines in Malaysia. 


Criticism of the Malaysian car has centered on market size. With 
only 14.7 million people, critics contend Malaysia is too small a 
market for motor vehicle production to benefit from economies of 
scale. Malaysia already assembles 85,000 cars a year for the local 
market and the development of the Malaysian car will obviously have 
implications for the established car assembly industry. 


PETROLEUM: Malaysia is conservatively estmated to have 2.6 billion 
barrels in oil reserves, 39 trillion cubic feet of non-associated 
gas reserves, and 10 trillion cubic feet of associated gas reserves 
located off the East Coast of Peninsular Malaysia and off the West 
Coast of Sabah and Sarawak. In 1983, crude oil production averaged 
approximately 380,000 barrels/day compared to 1982's 302,000 
barrel/day. In 1984, Malaysia's crude petroleum will reach 440,000 
barrels/day. Malaysia's oil is a high qualtiy, low-sulfur crude 
which commands a premium price on the world market. Prices for 
Malaysia's crude oil declined, however, from a 1982 average of US$ 
35.6/barrel to a 1983 average of US$ 30.04/barrel, reflecting 
world-wide softening in oil prices. Malaysia is not a member of OPEC. 


Near ly all Malaysian petroleum products are exported. Imports of 
petroleum products in 1983 are estimated at US$ 1.9 billion. 


All petroleum operations are controlled by PETRONAS, a 
quasi-government body which is responsible for developing Malaysia's 
petroleum reserves. Petronas conducts exploration, production, and 
refinery operations and is establishing its own distribution network 
in Malaysia. It also regulates the petroleum industry in Malaysia. 
Esso, Shell, and Elf-Aquitaine, have production sharing contracts 
with Petronas. 





A considerable amount of investment has gone into off-shore drilling 
platforms, pipelines, and onshore processing facilities. In 1983, 
the US$ 1.6 billion, 6 million metric ton/year Bintulu liquified 
natural gas production facility came on line. Total LNG production 
for 1983 is estimated at 1.69 million metric tons and 2.99 million 
metric tons in 1984. All LNG to date has been exported to Japan 
under a 20 year agreement. 


As part of its effort to encourage increased development on the East 
Coast of Malaysia, the Malaysian government is developing a number 
of major oil and gas projects in the state of Trengganu. In May 
1983, the 30,000 barrel/day PETRONAS refinery and a 240,000 
barrel/day oil stabilization facility in Trengganu have begun 
operation. A gas processing plant is currently under construction 
and is expected to be completed in 1984. Ultimately, gas from off 
the Trengganu coast will be used for generating electricity and as 
an energy input into a modest iron/steel complex in Trengganu. The 
Malaysian government is currently considering either developing a 
gas grid in peninsular Malaysia or generating electricity for the 
Malayasian and Singaporean markets. 


Expected investment in a 120,000 barrel/day oil refinery in Malacca 
has been delayed as a result of worldwide oil refinery overcapacity. 


Oil and gas exports have a large impact on the Malaysian balance of 
trade and the Malaysian government's budget. The value of Malaysian 
exports of crude petroleum in 1983 is estimated to be roughly the 
same as the 1982 figure of US$ 3.3 billion because increased 
production offset lower prices. The 1984 projection is US$ 3.69 
billion. Exports of LNG are expected to earn US$ 430 million in 
1983. 


Petroleum revenue is significant for the national budget and balance 
of payments. Petroleum revenues make up at least 21.3 percent of 
total federal government revenue in the form of corporate income 
taxes, royalties and export duties. In addition, in past years, 
Petronas has loaned substantial amounts of money to the Malaysian 
government. From 1980-83 Petronas has had annual profits of 
approximately US$ 1 billion. 


RUBBER: Rubber prices bounced back in 1983 rising from a 1982 low 
° Malaysian cents/kg to a 1983 high of 271.50 Malaysian cents 
before settling back into the 260 Malaysian cents range. Malaysian 
rubber exports are expected to reach $US 1.87 billion in 1984 
compared to $US 1.14 billion in 1982 and $US 1.55 billion in 1983. 





PALM OIL: Malaysia has become the world's largest supplier of palm 
oil, a fat used for cooking in much of the Third World and a base 
for the production of margerine, soap and other oil-based products. 
Malaysia's production of crude palm oil declined in 1983 from 3.5 
million tons in 1982 to an estimated 3.0 million metric tons. This 
decline is a temporary phenomenon due to cyclical factors. 
Production should return to the long-term increasing trend in 1984, 
with recovery to at least 3.6 million and perhaps as much as 3.8 
million metric tons. Total value of Malaysian palm oil exports will 
rise sharply despite the decline in production because of a sharp 
increase in the price of palm oil from a 1982 low of M$ 650/metric 
ton to a 1983 high approaching M$ 2000 because of the effects of the 
1983 drought on US soybean production and reduced domestic palm oil 
output. 


TIMBER: Malaysia is one of the world's leading producers and 
exporters of tropical hardwood timber. In 1983, sawlogs exports are 
expected to increase to approximately 34.54 million cubic meters, 
compared with 32.9 million cubic meters in 1982. The government 
forecasts a decline to 32 million cubic meters in 1984 due to 
restrictions on logging for conservation purposes, but external 
market demand will probably continue to have a large impact on log 
exports as it has in the past. Sawn timber is expected in 1983 to 
reach 6.9 million cubic meters from the 1982 level of 6.28 million 
cubic meters and then decline to 6.7 million cubic meters in 1984 
with the forecast cutback in logging. Prices for Malaysia's wood 
products are expected to improve with increased construction 
expected in Japan, Malaysia's principal customer. 


FOOD PRODUCTION: Increased food production has been a Malaysian 
economic goal for many years reflecting a desire to save foreign 
exchange as well as to develop the rural economy. Malaysia produces 
77 percent of its rice needs, nearly all of its poultry, pork and 
fish, and about half of its beef. It must import all of its wheat 
and feed corn, 88 percent of its mutton, and 94 percent of its dairy 
products. Imports of fruits and vegetables are substantial. 
Malaysia's production of rice in 1982 through 1984 is estimated at 
about 1.2 million metric tons and rice imports have been 

increasing. 


TIN: The tin industry is in a depressed state because technical 
developments have reduced world demand for tin and the world 
recession cut tin demand. As a result of export controls imposed by 
the International Tin Council, Malaysian production for 1983 is 
estimated at 39,000 metric tons a 25.4 percent drop from 1982's 
level of 52,300 metric tons. Tin production is expected to remain at 
39,000 in 1984. In addition, employment in the tin industry declined 
substantially from 31,000 in 1982 to 26,000 in 1983. The number of 
mines declined from 626 in December 1982 to 568 in June 1983. Tin 
now ranks behind all major Malaysian exports as an export earner. 





CONSTRUCTION: The construction sector of the economy has been one 
of the main sources of growth in recent years. In 1984, the 
construction sector is expected to expand by 9.4 percent. Private 
non-residential construction has been a main source of economic 
growth in 1983 and is likely to continue to be so in 1984 as 
existing projects are completed. In Kuala Lumpur alone, there are 48 
property projects which are expected to increase office space by 16 
million square feet by 1987. New hotels in Kuala Lumpur, Pahang, 
Penang, Sarawak and elsewhere in Malaysia are expected to increase 
the number of hotel rooms in Malaysia from 30,000 to 42,000 by 
1985. Promet, a major private Malaysian firm engaged in oil rig 
construction, is building a US$1.3 billion resort on Langkawi 
Island. 


Private housing is not so robust. Although provision of adequate 
living quarters is a major goal of the Malaysian government, housing 
starts during the first six months of 1983 were 18,155 compared to 
22,908 over a similar period in 1982. Factors sighted for the slow 
down in housing are high interest rates, and slow implementation of 
housing projects approved by the government. Government subsidized 
loans have also declined as a result of cutbacks in the federal 
budget. 


COMPANY PERFORMANCE: Malaysian companies turned in a mixed 
performance in the first six months of 1983 compared with the first 
six months of 1982. Banks did better than average, showing improved 
profit performance. Rubber and palm oil companies showed declines in 
profitability, but are expected to show improved earnings in 
1983/84. Tin companies showed a substantial decline in profitability 
with some firms posting losses. Manufacturing showed a mixed 
performance but with nearly all firms profitable. 


FOREIGN DEBT 


Malaysia relies on a substantial amount of foreign financing, for 
its economic development. Recent loan offerings have been received 
well at terms of approximately 10 years, at approximately .375 above 
LIBOR and up to a five year grace period. Malaysia also has access 
to such international financial institutions as the International 
Bank for Reconstruction and Development, the Asian Development Bank, 
and the Islamic Development Bank for loans to develop the country's 
economic infrastructure. 


Public debt of the Federal Government is a significant portion of 
total debt. Public debt rose substantially in the early 1980's 
until the government reversed its policy of countercyclical spending 
and reined in the budget. By the end of 1982, total public debt was 
uS$ 17.6 billion compared with US$ 13 billion in 1981. Total public 
debt at the end of 1983 is estimated at US$ 21.7 billion of which 
US$ 7.7 billion is estimated to be external debt. The external debt 
service ratio of the Federal Government debt is estimated at 6.0 
percent in 1983. According to some sources, inclusion of private 





external borrowing in the debt service ratio would double it. 
External debt servicing is expected to rise in 1984 because grace 
periods for existing loans will expire and because an increased 
percentage of loans in recent years were obtained at market rates. 


FEDERAL BUDGET 


The federal government's budget for 1984 of US$11.7 billion is a 
reduction from 1983 level of US$12.2 billion reflecting continued 
government concern about the budgetary deficit and foreign 
borrowing. Budgetary savings will be achieved by deferring lower 
priority development projects in virtually all sectors. Defense 
spending was also fairly hard hit - down 30 percent from 1983. 


This prudence in budgetary management is consistent with Malaysia's 
tradition of conservative fiscal policies. From 1979 to 1982 the 
Malaysian government budget increased substantially as the Malaysian 
government engaged in countercyclical spending to offset the effects 
of the world-wide economic recession and to meet the goals of the 
third five year plan. Since mid-1982, the federal government has 
sought to limit spending increases. As a result the 1984 budget 
expenditure is roughly the same in nominal terms as the 1981 budget 
whereas revenue has slowly climbed about 5.6 percent per year. Asa 
result, the budgetary deficit, for 1984 is estimated at US$ 3.31 


billion which is 69 percent less than the 1982 record deficit of US$ 
4.8 billion. 


BUSINESS CLIMATE 


The present administration has sought to improve the business 
climate in Malaysia for the private sector. The administration views 
the private sector as more efficient than government and has stated 
that it will improve coordination between the private sector and 
government administrative bodies. In addition, the government has 
advocated transferring government services to the private sector. 
While most of these expressions of government philosophy have yet to 
be implemented, the private sector is viewed by government as an 
essential partner in the economic development of the country. 


FOREIGN INVESTMENT AND TRADE 


The Malaysian government has an active program of encouraging 
foreign investment in conformity with Malaysia's economic 
development goals. Various tax incentives are given for differing 
forms of investment. Firms which invest in free trade zones whose 
products will be exported may obtain as much as eight years 
exemption from corporate income tax, development tax and excess 
profits tax. Other incentives may be provided including 
reinvestment allowances, accelerated depreciation allowance, export 
refinancing, and incentives for research and development. 





In conformity with the New Economic Policy, firms are encouraged to 
employ Malaysians and in particular to hire, train, and promote 
ethnic Malays and other indigenous races. As a result most firms 
operate primarily with Malaysian employees and a relatively few 
expatriate managers. The Malaysian government has an active program 
of vocational and academic training to help meet the needs of 
foreign firms for labor. 


Until 1970, the bulk of primary industries were controlled by 
European interests. With considerable government involvement and 
direct and indirect funding, Malaysian interests, both private and 
quasi-government, have acquired control over most of these 
industries through market place transactions. Under the NEP, the 
government is seeking to increase Malaysian ownership of all 
corporate assets to 70 percent by 1990 with special emphasis on 
increasing asset ownership by bumiputras. With the exception of 
export firms, foreign firms are normally expected to take on local 
equity participation in-varying degrees. 


The Malaysian Industrial Development Authority (MIDA) is the 
principal government body charged with attracting foreign investment 
to Malaysia. Recently, it has emphasized upstream processing of 
Malaysia's primary products in attracting investments, although it 
would welcome any proposal. In addition, the individual Malaysian 
states have State Development Authorities which provide assistance 
to foreign investors. 


Total foreign investment in 1982, as recorded by MIDA and excluding 
petroleum production sharing agreements, was US$227 million. 

Through the first 7 months of 1983, MIDA has received 388 
applications from foreign firms interested in establishing 
manufacturing enterprises in Malaysia. Total cumulative 
non-petroleum US investment through 1982 is US$ 878 million based on 
a US Embassy survey. In addition, US petroleum companies have spent 
$US 1.9 billion in developing Malaysia's petroleum resources. 


US firms have invested heavily in the electrical component and 
product industry. Other US firms produce tires, pharmaceuticals, and 
consumer goods, provide engineering and financial services, and are 
active in timber. The American Business Council, with some 200 
members, seeks to represent the interests of American firms in 
Malaysia with the Malaysian government. The Malaysian government has 
sought to strengthen US investor interest in Malaysia during 
high-level visits to the United States by Malaysian officials 
including the Prime Minister. 





Malaysia's principal trading partners are Japan, Singapore, the 
European Community, and the United States. Principal exports are 
electrical components and products, oil, rubber, timber products, 
palm oil, and tin. Principal imports are machinery and transport 
equipment, manufactured goods, petroleum products, and food 
products. Approximately 30.8 percent of Malaysia's imports are 
investment goods. 


For 1983, imports from the United States totalled US$2.1 billion and 
included electrical components, machinery and transport equipment, 
chemicals, manufactured goods, arms and ammunition, and aircraft. 
Malaysian exports to the United States totalled $1.7 billion and 
consisted primarily of electrical components and products, rubber, 
palm oil, timber and cocoa. Malaysia is a good market for US 
exports particularly of food, telecommunications equipment, timber 
processing equipment, petroleum production and refining equipment, 
and defense equipment. Significant demand will also continue to 
exist for engineering and architectual skills. 


Malaysia's relationship with Japan is particularly noteworthy. Japan 
is Malaysia's biggest trading partner, importing primary products 
such as liquified natural gas, oil, rubber, tin, and sawlogs and 
exporting transport equipment (principally automobiles) and 
manufactured goods such as telecommunications equipment. It is also 
a major source of external financing. Japanese firms have the lion's 
share of contracts for major construction projects, including office 


buildings and major industrial projects. Japanese investment in 
Malaysia is substantial. In 1983, Japanese firms organized a chamber 
of trade in Kuala Lumpur with over 100 members. The Malaysian 
government has sought to further strengthen the Tokyo connection by 
emphasizing a policy called " Look East" which basically seeks to 
have Malaysia emulate Japan in its business practices. 


MAJOR INDUSTRIAL PROJECTS 
Specific projects of possible interest to US suppliers are: 


l. Railway Modernization Project 
Sarawak Hydroelectric Development Project 
Kelantan Paper Mill 
Kuala Lumpur Light Rapid Transit System 
Port Kelang Thermal Power Station 
Petronas Office Building in Kuala Lumpur 
Mini-Hydro Projects 
Kuala Lumpur International Airport 
Gas Pipeline Project. 


More details about these and other potential trade opportunities may 
be obtained in regularly-updated major project reports available 
from the U.S. Department of Commerce in Washington, Commerce 
Department District Offices throughout the United States, and the US 
Embassy in Kuala Lumpur. 





ACTIVE SCHEDULE OF US EXPORT PROMOTION EVENTS 


Reflecting attractive export opportunities in Malaysia and ASEAN and 
growing U.S. business interest in the region, the U.S. Department of 
Commerce and the Embassy in Kuala Lumpur is planning an active 
schedule of trade promotion events to assist U.S. firms in their 
marketing efforts. In 1984, the following events are planned: 


February Metalworking Catalog Show 
March Architecture/Construction & Engineering Trade Mission 
April Western Governors Trade Mission 
Chemical and Petrochemical Equipment Catalog Show 
May $ Mid South Trade Council Catalog Show 
(Arkansas Tennessee, Alabama, Louisianna & Mississippi) 
Renewable Energy Video Catalog Show 
June Aviation & Helicopters Trade Mission 
Computer Equipment Trade Mission 
Ma lbex Exhibition (Building materials and supplies) 
August : Industrial Safety & Security Trade Mission 
Agasia/Agtech Exhibitions 
October Food Processing & Packaging Video Catalog Show 
November Railroad Trade Mission 


Scheduling for these events is subject to change. Each mission and 
show will visit other countries in the region. U.S. firms 
interested in an introduction to or expansion in the Malaysian 
market should contact the U.S. Department of Commerce in Washington 


or the nearest Commerce Department District Office for further 
information. 


% U.S. GOVERNMENT PRINTING OFFICE: 1984-421-907:609 
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